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INTRODUCTION 


This  booklet,  Determination  of  Reasonable  Charges  Under  Part  B  of 
Medicare,  is  designed  for  individuals  who  have  a  general  knowledge 
of  Medicare  and  its  provisions.  This  handbook  should  in  no  way  be 
considered  as  a  policy  guide.  Its  purpose  is  to  impart  an  under- 
standing of  the  reasonable  charge  provision  of  the  supplemen- 
tary medical  insurance  program  and  its  application  in  paying  Medi- 
care benefits  for  physicians'  and  other  suppliers'  services.  It  is 
divided  into  three  parts  as  follows: 

Part  1  -  Summary 

The  summary  is  written  in  simple  and  straightforward  language 
and,  as  the  name  implies,  it  summarizes  the  basic  procedures 
involved  in  the  determination  and  use  of  reasonable  charges. 
This  part  of  the  booklet  may  be  especially  useful  for  explain- 
ing reasonable  charges  to  beneficiaries. 

Part  2  -  Footnotes 

The  footnotes  part  of  the  booklet  examines  the  procedures 
covered  in  the  Summary  in  greater  detail.  The  language  is 
somewhat  technical  since  precision  of  meaning  is  necessary. 
This  part  of  the  booklet  is  intended  for  anyone  who  wishes  to 
reach  a  deeper  understanding  of  the  intricacies  of  reasonable 
charges. 

Part  3  -  Glossary 

The  Glossary  contains  explanations  of  some  of  the  more  fre- 
quently used  terms  in  this  booklet. 
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PART  1  -  A  SUMMARY  OF  THE  BASIC 
REASONABLE  CHARGE  METHODOLOGY 


(All  footnotes  follow  this  summary  in  Part  2  -  Footnotes.) 


I.  When  the  Congress  was  considering  the  legislation  which  later  became 
the  Medicare  law,  it  considered  carefully  the  question  of  the  best 
method  of  making  payments  for  services  of  physicians  and  to  suppliers 
of  other  medical  services  and  items  and  equipment  covered  under  the 
Medicare  program.  After  studying  various  methods  which  could  have  been 
used,  the  Congress  decided  that  the  method  which  the  law  terms  the 
"reasonable  charge"  method  would  best  serve  the  needs  of  the  people  who 
would  be  affected  by  the  program.1 

II.  Under  the  Medicare  law,  the  carriers  that  process  and  pay  claims  for 
Medicare  Part  B  services  are  responsible  for  insuring  that  payments  are 
based  on  the  "reasonable  charges"  for  physicians'  and  suppliers' 
services.  However,  the  basic  methods  and  procedures  used  by  carriers 
in  determining  reasonable  charges  must  be  consistent  with  Medicare  law, 
regulations,  and  the  policy  guidelines  issued  by  HCFA  to  implement 
them.1 

III.  Medicare  will  make  payments  for  physicians'  and  suppliers'  covered 
services3  after  the  beneficiary  has  paid  the  first  $60  of  reasonable 
charges  for  those  services  each  year.'  The  first  $60  is  the  "deduct- 
ible." Medicare  pays  80  percent  of  the  "reasonable  charge"  for  covered 
services  after  the  deductible  has  been  met.  The  beneficiary  is  respon- 
sible for  the  remaining  20  percent. 

IV.  The  "reasonable  charge"  for  a  physician's  or  a  supplier's  service  is 
the  lowest  of  three  kinds  of  charges — the  actual  charge,  the  physi- 
cian's or  supplier's  customary  charge,  and  the  prevailing 
charge.^  The  actual  charge  is  the  charge  that  the  physician  or 
supplier  bills  for  their  service.  The  customary  charge  is  the  charge 
the  physician  or  supplier  usually  bills  most  patients  for  the  same 
service.  The  prevailing  charge  is  the  lowest  charge  high  enough  to 
include  at  least  three-fourths  of  the  bills  for  the  same  service  billed 
by  all  the  physicians  or  suppliers  in  the  same  area.  Whichever  one  of 
these  three  charges  is  the  lowest  is  called  the  "reasonable  charge." 
For  instance,  let  us  say  that  the  prevailing  charge  for  a  service  in 
the  area  where  Dr.  Ames  practices  is  $20  and  Dr.  Ames  usually  charges 
$18  for  that  service  (his  customary  charge).  Then,  if  he  bills  $21  for 
that  service  (his  actual  charge),  the  "reasonable  charge"  for  that 
service  would  be  the  lowest  of  the  three  charges — $18.  This  is  why  a 
"reasonable    charge"    may    be    lower    than    what    the    doctor    billed  for. 

V.  The  data  from  which  the  customary  and  prevailing  charges  are  estab- 
lished are  collected  during  a  calendar  year  (January  1  to  December 
31 )  Customary  and  prevailing  charges  are  revised  at  the  beginning 
of  each  fee  screen  year  based  on  the  charge  information  collected 
during  the  preceding  calendar  year.  For  example,  fee  screen  year  1980 
(July  1,  1979  to  June  30,  1980)  prevailing  charges  were  based  on 
calendar  year  1978  (January  1,  1978  to  December  31,  1978)  charge 
information.      There  are  several  reasons   for  this  lag  in  the  Medicare 
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program's  recognition  of  fee  increases,  and  for  not  updating  the 
allowances  more  frequently.  One  is  that  a  charge  must  be  made  over  a 
period  of  time  before  it  can  meet  the  requirement  that  it  be  "custom- 
ary." Also,  the  statistics  on  charges  on  which  the  carriers'  allow- 
ances are  based  must  be  collected  over  a  period,  and  at  the  end  of 
that  period  the  data  must  be  tabulated  and  analyzed  before  they  can  be 
put  into  effect.  Finally,  were  Medicare  to  recognize  increases  in 
charges  as  quickly  as  they  are  made,  Medicare  might  lend  support  to  a 
rapid  escalation  of  the  rates. 

VI.  The  customary  charge  is  the  amount  which  best  represents  the  charge 
usually  made  by  a  particular  physician  or  supplier  for  a  specific 
medical  service.6  The  term  "best  represents"  means  that  if  Dr. 
Brown  charged  $7  for  the  same  service  80  times  during  a  calendar  year, 
$6  twice,  and  $8  three  times,  $7  would  "best  represent"  the  charge 
usually  made  to  his  patients  for  that  service. 

VII.  In  calculating  the  customary  charge  screens  to  be  used  during  a  fee 
screen  year,  each  charge  the  physician  or  supplier  has  made  for  a 
particular  service  during  the  preceding  calendar  year  is  listed  by  the 
carrier  in  ascending  order.  The  lowest  charge  on  the  list  which  is 
high  enough  to  include  at  least  half  of  the  listed  charges  is  then 
selected  as  the  customary  charge  for  the  service.7 

VIII.  The  carrier  computes  the  prevailing  charge  after  looking  at  all 
charges  made  for  similar  services  by  all  the  physicians  or  suppliers 
within  a  certain  locality.  (See  paragraph  XI)  The  prevailing  charge 
is  calculated  by  finding  the  customary  charge  high  enough  to  include 
at  least  three-fourths  of  the  "weighted"  customary  charges  of  all 
physicians  or  suppliers  rendering  that  particular  service  in  the 
locality.  This  prevailing  charge  establishes  an  overall  limitation  on 
the  charges  for  a  specific  procedure  or  service,  except  where  unusual 
circumstances  or  medical  complications  call  for  a  higher 
charge .S 

IX.  The  procedure  for  establishing  the  prevailing  charge  is  illustrated  by 
the  following  example: 


Customary 
Charge  for 
Office  Visit* 


Number  of 
Office  Visits 
(Weighting) 


Cumulative 
Number  of 
Office  Visits 


$5 
$6 
$7 
$8 


1115  (  +  1402  =) 
1680  (+  2517  =) 
803  (+  4197  =) 


1402 


1402 
2517 
4197 
5000 


*A11  physicians  within  the  locality. 
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In  the  above  sample,  three-fourths  of  the  total  number  of  office 
visits  (5000)  equals  3750  visits.  The  prevailing  charge  in  this  case 
is  the  customary  charge  listed  for  the  3750th  visit,  which  falls  among 
the  $7  charges.    Therefore,  $7  is  the  prevailing  charge. a 

X.  In  1972  Congress  decided  to  let  Medicare  prevailing  charges  go  up  only 
as  much  as  inflation  in  general.  This  limit  was  the  so-called  "eco- 
nomic index." 10  The  economic  index  for  fee  screen  year  1980  was  53.3 
percent.  The  economic  index  only  limits  how  much  Medicare  prevailing 
charges  may  increase  above  1973  levels.  In  fee  screen  year  1980 
Medicare  prevailing  charges  were  allowed  to  increase  up  to  53.3  percent 
above  their  fiscal  year  1973  levels.  Incidentally,  the  economic  index 
is  applied  only  to  prevailing  charges,  and  to  those  prevailing  charges 
not  specifically  excluded  by  the  Medicare  carrier  manual.11 

XI.  In  calculating  the  prevailing  charge  for  a  service  "in  the  locality," 
carriers  use  charge  data  from  that  locality.  A  locality  will  usually 
be  a  subdivision  of  a  State,  which  includes  a  cross-section  of  the 
population. 12  Single  "localities"  have  sometimes  been  developed  by 
combining  all  areas  in  a  region  classified  as  "metropolitan,"  "urban," 
or  "rural"  areas  or  by  combining  areas  with  similar  charge  patterns. 
Other  carriers,  particularly  the  ones  serving  sparsely  populated 
States,  have  found  that  there  is  very  little  variation  in  charge 
patterns  within  their  service  areas  and  so  the  whole  service  area  of 
each  of  those  carriers  is  treated  as  one  locality.  Separate  prevail- 
ing charges  in  a  locality  have  also  been  recognized  by  the  carriers 
for  physicians  in  different  kinds  of  specialty  practice . 15 
Medicare  payments  for  the  same  service,  therefore,  may  vary  from  one 
locality  to  another  and  from  one  physician  to  another  in  the  same 
locality.  This  payment  variation  reflects  the  patterns  of  charges 
that  physicians  and  suppliers  of  services16  have  themselves  estab- 
lished over  time. 

Also,  Congress  decided  to  add  another  criterion  for  use  in  determining 
the  reasonable  charge  for  items  and  services  that  do  not  generally 
vary  significantly  in  quality  from  one  supplier  to  another.  This  new 
criterion  is  referred  to  as  the  "lowest  charge  level."  The  level  is 
being  defined  as  the  25th  percentile  of  actual  charges  for  designated 
items  and  services  in  the  most  recent  calendar  quarter  on  which  data 
is  available.  Thus,  where  an  item  or  service  has  been  designated  as 
being  subject  to  a  lowest  charge  level,  this  new  criterion  would  (in 
addition  to  customary  and  prevailing  charges)  be  the  limiting  factor 
in  determining  the  reasonable  charge.17 

XII.  In  addition  to  establishing  the  customary  and  prevailing  charge 
criteria  for  judging  the  reasonableness  of  a  charge  and  applying  the 
lowest  charge  level  where  appropriate,  the  law  says  that  the  reason- 
able charge  for  a  service  may  not  be  higher  than  the  allowable  charge 
applicable  to  the  carrier's  own  policyholders  for  a  comparable  service 
under  comparable  circumstances. *8 
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XIII.  Physicians  and  suppliers  may  choose  to  "accept  assignment"  of  a  bene- 
ficiary's claim.  Under  this  provision  of  the  Medicare  law,  the  bene- 
ficiary need  not  pay  any  difference  between  what  the  physician  or 
supplier  actually  charges  and  what  is  determined  to  be  the  reasonable 
charge  for  such  services.  When  physicians  or  suppliers  bill  Medicare 
directly  and  agree  to  accept  assignment  of  the  Medicare  Part  B  claim, 
they  agree  to  accept  Medicare's  determination  of  the  reasonable  charge 
as  the  total  charge.  Medicare  then  pays  the  physician  or  supplier  80 
percent  of  the  reasonable  charge.  The  physician  or  supplier  may  charge 
the  beneficiary  for  only  the  remaining  20  percent  of  the  reasonable 
charge  and  any  deductible  to  be  met.  For  example,  where  the  deductible 
has  been  met,  if  the  physician  or  supplier  accepted  assignment  of  a 
claim  and  the  reasonable  charge  was  $18  for  the  service  for  which  the 
physician  or  supplier  billed  $21,  the  physician  or  supplier  would  be 
paid  $14.40  (80  percent  of  $18)  by  Medicare  and  can  then  charge  the 
beneficiary  only  $3.60  (20  percent  of  $18).  The  physician  or  supplier 
would  not  be  allowed  to  charge  the  beneficiary  for  the  other  $3  of  the 
original  bill  ($21  -  $18  =  $3).  On  the  other  hand,  if  the  physician  or 
supplier  will  not  accept  assignment  of  the  claim,  the  physician  or 
supplier  may  charge  the  beneficiary  for  the  $3.60  (20  percent  of  $18) 
and  for  the  remaining  $3  of  the  original  bill.  Of  course,  Medicare  does 
not  pay  for  services  not  covered  by  Medicare  whether  or  not  the  claim  is 
assigned . 

Note:  The  reasonable  charge  screens  (customary  and  prevailing)  can  be 
secured  free  of  charge  by  beneficiaries  through  their  local  Medicare 
contractor . 
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PART  2  -  FOOTNOTES 


1.  The  reasonable  charge  is  the  basis  of  payment  under  the  supplementary 
medical  insurance  program  for  medical  and  other  health  services  furnished 
by  physicians,  medical  groups,  independent  laboratories,  suppliers  of 
ambulance  services,  and  suppliers  of  durable  medical  equipment,  prosthes- 
es, etc. 

2.  In  the  administration  of  the  medical  insurance  program,  the  carrier  has 
primary  responsibility  for  determining  reasonable  charges.  The  careful 
determination  of  reasonable  charges  in  a  way  which  is  equitable  both  to 
those  rendering  the  services  and  to  those  paying  the  premiums  is  a  very 
important  responsibility.  The  possible  impact  on  fees  charged  the  general 
public  is  a  matter  of  broad  concern  that  should  be  considered  in  applying 
the  criteria  for  determining  reasonable  charges.  The  amount  of  future 
premiums  under  the  medical  insurance  program  will  be  directly  affected  by 
carrier  performance  in  determining  reasonable  charges. 

The  reasonable  charge  determinations  made  by  carriers  are  not  normally 
reviewed  by  the  Health  Care  Financing  Administration  on  a  case-by-case 
basis.  However,  the  Health  Care  Financing  Administration  has  an  overall 
responsibility  for  the  administration  of  the  supplementary  medical  insur- 
ance program.  The  basic  methods  and  procedures  used  by  carriers  in 
determining  reasonable  charges  must  therefore  be  consistent  with  the  law, 
the  regulations,  and  the  broad  principles  and  policy  guidelines  issued  by 
the  Health  Care  Financing  Administration. 

3.  Any  individual  who  is  enrolled  under  the  supplementary  medical  insurance 
plan  established  by  Part  B  is  3ntitled  to  receive  a  direct  payment  or  a 
payment  may  be  made  on  the  individual's  behalf,  for  certain  medically 
reasonable  and  necessary  medical  and  other  health  services.  Subject  to 
certain  conditions,  limitations,  and  exclusions,  payment  may  be  made 
for:  (a)  physicians'  services  (including  diagnosis,  therapy,  surgery, 
consultations,  and  home,  office,  and  institutional  calls);  (b)  home 
health  services  for  up  to  100  visits  furnished  by  a  participating  home 
health  agency  during  a  calendar  year;  (c)  services  and  supplies,  includ- 
ing drugs  and  biologicals  which  cannot  be  self-administered,  furnished  as 
an  incident  to  a  physician's  professional  service,  and  of  kinds  which  are 
commonly  furnished  in  a  physician's  office  or  clinic  and  are  commonly 
either  rendered  without  charge,  or  included  in  the  physician's  bill;  (d) 
hospital  services  and  supplies  (including  drugs  and  biologicals  which 
cannot  be  self-administered)  incident  to  physicians'  services  rendered  to 
outpatients;  for  diagnostic  X-ray  tests  (including  portable  X-ray  tests), 
diagnostic  laboratory  tests,  and  other  diagnostic  tests;  (e)  X-ray  therapy, 
radium  therapy,  and  radioactive  isotope  therapy  (including  materials  and 
services  of  technicians  administering  such  therapies);  (f)  surgical  dress- 
ings, and  splints,  casts  and  other  devices  used  for  reduction  of  fractures 
and  dislocations;  (g)  rental  or  the  purchase  of  durable  medical  equipment, 
including  iron  lungs,  oxygen  tents,  hospital  beds,  and  wheelchairs  used  in 
the  patient's  home;  (h)  prosthetic  devices  (other  than  dental)  which 
replace  all  or  part  of  an  internal  body  organ,  including  replacement  of 
such  devices  (including  colostomy  bags  and  supplies  directly  related  to 
colostomy  care);    (i)  leg,  arm,  back,  and  neck  braces,  and  artificial 
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legs,  arms,  and  eyes,  including  replacements  if  required  because  of  a 
change  in  the  patient's  physical  condition;  (j)  ambulance  services  when 
the  use  of  other  means  of  transportation  is  contr aindicated  by  the 
individual's  condition;  (k)  outpatient  hospital  diagnostic  services 
including  drugs  and  biologicals  required  in  the  performance  of  such 
services  which  are:  (1)  furnished  to  outpatients  by  a  hospital  (or  by 
others  under  an  arrangement  made  by  a  hospital);  and  (2)  ordinarily 
furnished  by  such  hospital  (or  under  such  arrangements)  to  its  outpa- 
tients for  the  purposes  of  diagnostic  study;  (1)  outpatient  physical 
therapy  and  speech  pathology  services  which  are  furnished  by  or  under 
arrangements  made  by  a  participating  clinic,  rehabilitation  agency, 
public  health  agency  or  other  provider  of  services;  and  for  outpatient 
physical  therapy  services  which  are  furnished  by  or  under  the  direct 
supervision  of  a  qualified  physical  therapist  in  independent  practice  in 
the  therapist's  office  or  in  the  individual's  home. 

The  two  criteria  set  out  in  the  Medicare  law  (section  1842  of  title 
XVIII)  which  must  be  considered  in  determining  the  reasonable  charge  for 
a  service  are:  (a)  the  customary  charge  for  similar  services  generally 
made  by  the  physician  or  other  person  furnishing  such  services;  and  (b) 
the  prevailing  charge  in  the  locality  for  similar  services.  Therefore, 
the  reasonable  charge  for  a  specific  service,  in  the  absence  of  unusual 
medical    complications   or   circumstances,    may   not   exceed   the   lowest  of: 

(a)  the  physician's  or  other  person's  customary  charge  for  that  service; 

(b)  the  prevailing  charge  made   for  similar  services  in  the  locality;  or 

(c)  the  actual  charge  of  the  physician  or  other  person  rendering  the 
service.  A  charge  which  exceeds  the  customary  charge  or  the  prevailing 
charge  in  the  locality,  or  both,  may  be  found  to  be  reasonable  if  unusual 
circumstances  or  medical  complications  requiring  significant  additional 
time,  effort,  or  expense  are  such  as  to  actually  constitute  a  distin- 
guishably  different  service.  The  law  also  provides  that  the  reasonable 
charge  for  a  service  may  not  exceed  the  charge  applicable  for  a  compar- 
able service  and  under  comparable  circumstances  to  the  policyholders  or 
subscribers  of  the  carrier.  Also,  under  the  law,  other  factors  that  may 
be  found  necessary  and  appropriate  with  respect  to  a  specific  item  or 
service  to  use  in  judging  whether  the  charge  is  inherently  reasonable, 
should  be  taken  into  account. 

The  income  of  the  individual  patient  may  not  be  considered  in  determining 
the  amount  of  the  reasonable  charge.  There  is  no  provision  in  the 
Medicare  law  for  a  carrier  to  evaluate  the  reasonableness  of  charges  in 
light  of  an  individual  beneficiary's  economic  status. 

The  customary  and  prevailing  charge  limits  used  by  the  carriers  are 
updated  as  early  as  possible  at  the  beginning  of  each  fee  screen  year 
(the  12-month  period  beginning  July),  using  the  available  statistics  on 
charges  physicians  and  other  persons  have  made  for  services  derived  from 
claims  processed  or  from  claims  for  services  rendered  during  all  of  the 
immediately  preceding  calendar  year.  For  example,  the  limits  used  during 
fee  screen  year  1980  (July  1,  1979  -  June  30,  1980)  were  based  on  the 
charges  made  in  calendar  year  1978.  Once  the  carrier  has  made  a  general 
update  of  its  customary   and  prevailing  charge  screens   for  a  fee  screen 
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year,  further  revisions  in  these  screens  are  not  made  during  that  fee 
screen  year,  except  (1)  where  there  are  equity  considerations  as  de- 
scribed later;  or  (2)  to  correct  erroneous  calculations;  or  (3)  to 
establish  screens  for  new  physicians/suppliers  or  new  services. 

6.  The  customary  charge  is  the  amount  which  best  represents  the  actual 
charges  made  for  a  given  medical  service  by  a  physician  to  the  physi- 
cian's patients  in  general,  or  by  other  persons  who  supply  other  medical 
and  health  services  to  the  general  public.  The  carrier  therefore  obtains 
information  on  the  customary  charges  of  physicians  and  other  persons  not 
only  from  the  Medicare  program,  but  from  other  available  sources,  e.g., 
from  its  own  programs,  from  other  insurance  programs,  from  the  Federal 
Employees  Health  Benefits  Program,  from  the  Civilian  Health  and  Medical 
Program  of  the  Uniformed  Services  (CHAMPUS),  from  any  studies  conducted 
by  State  or  local  medical  societies,  and  from  public  agencies.  It  also 
may  ask  physicians  or  other  persons  for  their  charges  for  services 
rendered  to  the  public  in  general  where  the  carrier  decides  that  circum- 
stances will  permit  this. 

7.  In  calculating  the  customary  charge  for  a  certain  physician  or  supplier 
for  a  given  service,  each  charge  the  physician  or  other  supplier  has  made 
for  that  service  is  arrayed  in  ascending  order.  The  lowest  actual  charge 
which  is  high  enough  to  include  the  median  of  the  arrayed  charge  data  is 
then  selected  as  the  physician's  or  other  supplier's  customary  charge  for 
the  service.  The  minimum  number  of  charges  required  to  establish  a 
qualified  customary  charge  may  be  found  in  the  Medicare  Carrier  Manual. 

Generally,  when  an  established  physician  moves  his/her  practice  either  to 
an  area  serviced  by  a  different  carrier  or  to  a  different  locality 
serviced  by  the  same  carrier,  there  will  already  be  an  established 
customary  charge  screen  for  his/her  services.  Therefore,  the  customary 
charge  screen  in  use  before  the  physician  moves  may  also  be  used  in  the 
new  location.  If  the  physician  moves  to  an  area  serviced  by  a  different 
carrier,  the  new  carrier  may  request  the  customary  charge  screen  from  the 
old  carrier.  However,  the  carrier  may  establish  a  new  customary  charge 
screen  at  the  50th  percentile  level,  provided  it  has  determined  that  the 
charge  levels  or  costs  of  practice  in  the  new  area  or  locality  are 
substantially  higher  than  those  in  the  old  area  or  locality. 

In  some  instances,  a  new  physician  will  join  with  one  or  more  established 
physicians  who  either  already  have  a  group  customary  charge  or  who  wish 
to  establish  a  group  customary  charge.  When  the  customary  charge  screen 
for  a  new  physician  is  established  at  the  50th  percentile  level,  the 
carrier  will  not  include  these  deemed  customary  charges  in  the  calcual- 
tion  of  the  group's  customary  charge  screen.  The  carrier  then  applies 
the  group's  customary  charge  screen  in  determining  reasonable  charges  for 
all  services  provided  by  its  member  physicians  without  regard  to  which 
physician  in  the  group  provides  the  service. 
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Prevailing  charges  are  those  charges  which  fall  within  the  range  of 
charges  that  are  most  freguently  and  widely  used  in  a  locality  for  a 
particular  procedure  or  service.  For  any  fee  screen  year,  the  prevailing 
charge  limit  in  a  locality  for  a  service  is  calculated  as  the  75th 
percentile  of  the  customary  charges  determined  for  that  service.  In  this 
calculation,  each  customary  charge  for  the  service  is  arrayed  in  ascend- 
ing order  and  weighted  by  how  often  the  physician  or  other  person 
rendered  the  service  (as  reflected  by  the  charge  data  the  carrier  used  to 
calculate  the  customary  charge).  The  lowest  customary  charge  which  is 
high  enough  to  include  the  customary  charges  of  the  physicians  or  other 
persons  who  rendered  75  percent  of  the  cumulative  services  is  then 
determined  as  the  prevailing  charge  for  the  service  (subject  to  the 
economic  index  limitation).  The  number  of  gualified  customary  charges 
reguired  to  establish  a  gualifying  prevailing  charge  may  be  found  in  the 
Medicare  Carrier's  Manual. 

Where  it  is  necessary  to  establish  customary  charges  through  the  use  of 
price  lists  (explained  below),  these  customary  charges  are  used  to  also 
establish  the  reguired  prevailing  charge  limits.  In  this  regard,  if  a 
carrier  cannot  derive  precise  data  on  the  frequency  of  services  from  its 
records,  it  may  use  any  information  it  has  about  the  volume  of  business 
done  by  various  suppliers  in  its  area  in  order  to  weight  the  customary 
charges  used  to  calculate  the  prevailing  charges. 

When  a  carrier  does  not  have  adeguate  statistics  on  charges  for  all  of  a 
previous  calendar  year,  e.g.,  for  suppliers  of  medical  eguipment,  pros- 
thetics, ambulance  services,  or  for  new  services,  the  fees  charged  and 
the  price  lists  in  effect  as  of  June  30  of  that  calendar  year  only  may  be 
used.  The  intent  is  to  use  a  price  list  which  can  reasonably  be  assumed 
not  to  exceed  the  median  of  the  prices  charged  by  the  supplier  for  items 
and  services  during  that  calendar  year. 

Once  a  carrier  has  established  the  customary  charge  screens  for  a  fee 
screen  year,  further  increases  (other  than  to  correct  errors)  are  per- 
mitted only  in  individually  identified  and  highly  unusual  situations 
where  equity  clearly  indicates  that  the  increases  are  warranted.  Where  a 
carrier  has  permitted  an  increase  in  a  customary  charge  in  such  situa- 
tions, the  increased  amount  is  recognized  as  the  customary  charge  for  the 
next  fee  screen  year  if  it  exceeds  the  median  of  the  charges  made  by  the 
physician  or  other  person  for  the  service  during  the  calendar  year 
immediately  preceding  the  start  of  that  fee  screen  year. 

Physicians  who  begin  a  new  practice  may  include  (1)  physicians  beginning 
their  first  practice  and  (2)  established  physicians  who  change  their 
practice  either  to  an  area  serviced  by  a  different  carrier  or  to  a 
different  locality  serviced  by  the  same  carrier.  The  customary  charge 
for  each  service  rendered  by  a  new  physician  will  be  based  on  the  50th 
percentile  of  the  weighted  customary  charges  the  carrier  used  to  estab- 
lish the  prevailing  charge  in  the  locality  for  the  same  service  and 
specialty  group.  The  use  of  the  50th  percentile  of  weighted  customary 
charges  guarantees  that  the  new  physician  is  in  a  position  whereby  the 
carrier's  customary  charge  screen  for  a  service  rendered  will  be  set  at  a 
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level  which  is  no  lower  than  the  customary  charges  of  established  physi- 
cians in  the  locality  with  the  same  specialty  status  who  rendered  at 
least  50  percent  of  such  services. 

Payment  under  Part  B  for  a  service  rendered  by  a  new  physician  will  be 
based  on  the  lowest  of  (1)  the  actual  charge  made  for  the  service  by  the 
physician,  (2)  the  physician's  customary  charge  for  the  service  or  (3) 
the  applicable  prevailing  charge  for  the  service.  The  customary  charge 
screen  for  a  new  physician  should  be  maintained  at  the  50th  percentile 
level  until  the  carrier  (1)  makes  a  general  revision  of  its  reasonable 
charge  screens  at  the  beginning  of  a  new  fee  screen  year,  and  (2)  has 
three  months  charge  experience  for  the  new  physician  derived  from  the 
same  base  year  in  which  charge  data  is  taken  to  calculate  the  customary 
charge  screens  for  established  physicians.  When  three  months  charge  data 
is  available  at  the  time  of  a  general  revision  of  a  carrier's  reasonable 
charge  screens,  the  50th  percentile  limitation  is  no  longer  applicable 
and  the  customary  charge  screen  for  the  services  of  the  physician  is 
established  based  on  the  median  of  these  charges. 

10.  In  actuality,  there  is  an  alternative  method  of  applying  the  Economic 
Index.  This  method  is  known  as  the  Annualized  Index.  For  further 
information  about  this  index  consult  the  Medicare  Carrier's  Manual.  For 
purposes  of  this  training  text,  it  was  found  unnecessary  to  elaborate 
about  the  Annualized  Index. 

11.  The  Medicare  law  provides  that  prevailing  charge  levels  used  in  determin- 
ing Medicare  reasonable  charges  for  physicians'  services  may  be  increased 
above  the  level  for  fiscal  year  1973  only  to  the  extent  determined  to  be 
justified  by  the  Secretary  on  the  basis  of  appropriate  economic  index 
data.  The  economic  index  figure  is  furnished  by  the  Health  Care  Financ- 
ing Administration  to  all  carriers.  The  economic  index  limitation 
applies  only  to  increases  in  prevailing  charges  and  only  to  physi- 
cians' services.  It  does  not  affect  carriers'  customary  charge  calcula- 
tions. The  law  established  the  Medicare  carriers'  prevailing  charge 
screens  for  fiscal  year  1973  (that  were  based  on  physicians'  charge 
levels  during  calendar  year  1971)  as  the  base  for  measuring  all  future 
increases.  The  economic  index  calculated  for  each  fee  screen  year, 
therefore,  reflects  on  a  cumulative  basis  the  changes  that  have  taken 
place  in  physicians'  practice  expenses  and  in  general  earnings  levels 
since  calendar  year  1971. 

12.  Prevailing  charges  are  those  charges  which  fall  within  the  range  of 
charges  that  are  most  frequently  and  widely  used  in  a  locality  for  a 
particular  procedure  or  service.  For  the  purpose  of  making  reasonable 
charge  determinations,  a  locality  is  the  geographic  area  for  which  the 
carrier  is  to  derive  the  prevailing  charges  for  procedures  and  services. 
Usually  a  locality  will  be  a  political  or  economic  subdivision  of  a  State 
and  must  include  a  cross-section  of  the  population  with  respect  to 
economic  and  other  characteristics.  Where  people  tend  to  gravitate 
toward  certain  population  centers  to  obtain  medical  care  or  service, 
localities  may  be  recognized  on  a  basis  constituting  medical  service 
areas  (interstate  or  otherwise),  comparable  in  concept  to  "trade  areas." 
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Carriers  delineate  localities  on  the  basis  of  their  knowledge  of  local 
conditions.  The  localities  may  differ  in  population  density,  economic 
level,  and  other  major  factors  affecting  charges  for  services.  However, 
localities  are  not  so  finely  made  that  they  would  include  only  limited 
areas  or  small  population  groups  (e.g.,  a  very  rich  or  very  poor  neigh- 
borhood). Where  appropriate,  different  localities  should  be  established 
with  respect  to  different  types  and  levels  of  services.  For  example,  a 
carrier  may  determine  that  a  State  has  five  localities  for  general 
practitioners'  charges,  but  only  one  locality  (the  entire  State)  for 
members  of  a  particular  specialty  group.  This  might  happen  where  there 
are  not  enough  members  of  the  specialty  group  in  any  one  of  the  five 
localities  to  establish  a  valid  basis  for  deriving  the  prevailing  charges 
for  their  services  for  any  one  locality. 

13.  Charging  practices  in  a  locality  may  be  different  for  physicians  who 
practice  different  specialties;  e.g.,  general  practitioners,  internists, 
etc.  Existing  variations  in  the  level  of  charges  between  different  kinds 
of  practice  or  service  could,  in  some  localities,  lead  to  the  development 
of  more  than  one  prevailing  charge  screen.  Carriers  are  responsive  to 
the  existing  patterns  of  charges  made  by  physicians  in  the  service  area 
and  therefore  establish  separate  prevailing  charges  for  different  speci- 
alities, but  only  where  this  would  be  in  accord  with  actual  practice. 
For  example,  a  cardiologist  may  charge  $25  for  a  specific  examination 
while  a  general  practitioner's  charge  is  $15  for  a  similar  examination. 
Both  charges  are  customary  for  each  physician  and  fall  within  their 
respective  ranges  of  prevailing  charges  in  the  locality.  Thus,  the 
charges  made  by  each  of  these  physicians  may  be  accepted  as  reasonable 
charges. 

14.  Anesthesiologists  provide  their  services  during  surgical  procedures. 
Traditionally,  this  specialty  practice  has  charged  and  has  been  paid 
through  the  use  of  relative  value  studies  and  conversion  factors. 
In  billing  for  their  services,  these  physicians  have  identified  two 
elements,  one  representing  the  skill,  risk,  etc.  involved  in  the  opera- 
tion (the  base  value)  and  the  other  representing  the  length  of  time  of 
the  operation.     (Time  units  are  usually  counted  in  15-minute  intervals.) 

For  example,  a  relative  value  study  entry  for  an  appendectomy  might 
show: 

appendectomy 
Value  -  40 

Anesthesiologist  4  +  T. 

Explanation:  The  relative  value  for  the  surgery  is  40.  The  base 
value  for  the  anesthesiology  is  4  units  with  an  additional  unit 
added  for  each  15  minutes  of  time  for  the  operation.  A  45-minute 
appendectomy  then  would  have  a  total  value  of  7  (base  4  +  time  3 
(three  15-minute  periods)). 
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In  establishing  reasonable  charge  limits  for  these  services,  carriers  are 
expected  to  develop  a  median  customary  charge  for  each  anesthesiologist 
from  the  anesthesiologist's  accumulated  charge  experience.  The  carrier 
could  also  establish  a  conversion  factor  by  accurately  recording  the 
basic  relative  value  units  and  time  relative  value  units  for  the  proce- 
dures on  which  each  anesthesiologist  rendered  service.  This  data, 
together  with  the  actual  charges  for  the  procedures  made  by  these  anes- 
thesiologists, would  yield  the  conversion  factors.  The  prevailing  charge 
screen  would  be  established  as  a  conversion  factor  based  on  the  75th 
percentile  of  the  customary  charge  conversion  factors. 

15.  Physicians  had  for  some  time  been  faced  with  the  problem  of  determining  a 
fair  value  for  their  services.  One  method  of  identifying  the  relative 
value  of  each  procedure  or  service  provided  by  physicians  is  called  a 
Relative  Value  Study.  It  is  a  means  of  taking  a  medical  or  surgical 
procedure  and  assigning  a  numerical  value  to  it,  relative  to  some  basic 
procedure.  This  numerical  value  is  called  the  relative  value.  General- 
ly, a  relative  value  study  is  composed  of  several  distinct  sections 
dealing  with  surgery,  radiology,  pathology  or  laboratory  services,  and 
medical  services  -  physician  visits,  examinations,  consultations,  etc. 
The  values  assigned  to  the  procedures  in  each  of  these  sections  are  not 
related  to  the  values  in  the  other  sections.  To  arrive  at  a  fee  (when  a 
physician  uses  the  values)  or  the  reasonable  charge  (when  a  carrier  uses 
them)  the  relative  value  is  multiplied  by  a  conversion  factor  which  is  a 
dollar  amount.  Either  is  chosen  on  the  basis  of  estimate  or  analysis  of 
data. 

Medicare  carriers  use  relative  value  studies  to  fill  gaps  in  customary 
and  prevailing  charge  screens  caused  by  insufficient  actual  charge  data. 
A  customary  charge  conversion  factor  is  derived  from  the  physician's  or 
supplier's  known  customary  charges  for  other  services  in  the  same  cate- 
gory of  services  (e.g.,  medicine,  surgery)  and  multiplied  by  the  relative 
value  of  the  procedure.  A  prevailing  charge  conversion  factor  is  derived 
from  the  fully  adjusted  prevailing  charges  for  other  services  in  the  same 
category. 

16.  Other  health  services:  The  criteria  applicable  to  the  customary  charge 
and  prevailing  charge  also  apply  to  charges  for  other  health  services 
such  as;  ambulance  services,  durable  medical  equipment  (whether  purchased 
or  rented),  independent  laboratory  services,  prosthetic  devices,  injec- 
tions, etc.  In  the  following  paragraphs  we  shall  examine  some  of  these 
services  in  detail. 

Ambulance  services  -  Medicare  pays  for  ambulance  service  on  the  basis  of 
the  standard  customary  and  prevailing  charge  criteria.  Ambulance  compan- 
ies may  charge  for  their  services  on  the  basis  of:  (a)  a  base  rate  -  a 
dollar  amount  for  the  pick-up  and  delivery  of  a  patient,  within  a  fixed 
geographical  area;  and/or  (b)  mileage.  Ambulance  services  may  be  pro- 
vided by  a  number  of  different  organizations  and  this  has  an  influence  on 
the  fees  charged.  Examples  are:  independent  commercial  operations, 
municipal  and/or  volunteer  companies,  which  may  provide  their  services 
free  or  for  donations  only. 
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Chronic  Renal  Disease  Program  -  Patients  with  end-stage  renal  disease  are 
covered  by  Medicare  but  some  of  the  payments  for  the  complex  medical 
services  they  receive  may  not  be  based  on  the  usual  customary  and  pre- 
vailing charge  rules.  Special  program  allowances  are  applied  to  out- 
patient maintenance  dialysis  treatments  that  are  performed  either  inside 
or  outside  a  hospital.  In  addition,  there  are  payment  limitations  for 
some  of  the  services  physicians  provide  to  patients  receiving  maintenance 
dialysis  and  surgeons  provide  to  patients  undergoing  a  kidney  transplan- 
tation operation.  (See  the  Handbook,  "Medicare  Coverage  of  Kidney 
Dialysis  and  Kidney  Transplant  Services,"  for  a  further  discussion  of 
these  payments.) 

Durable  medical  eguipment  -  Durable  medical  eguipment  is  eguipment  which 
(a)  can  withstand  repeated  use,  (b)  is  primarily  and  customarily  used 
to  serve  a  medical  purpose,  (c)  generally  is  not  useful  to  a  person 
in  the  absence  of  an  illness  or  injury,  and  (d)  is  appropriate  for  use  in 
the  home.  All  reguirements  of  the  definition  must  be  met  before  an  item 
can  be  considered  to  be  durable  medical  eguipment.  Payment  for  durable 
medical  eguipment  is  made  according  to  the  standard  customary  and  pre- 
vailing charge  criteria.  One  problem  in  establishing  reasonable  charge 
screens  has  been  the  literally  thousands  of  items  of  durable  medical 
eguipment  available,  the  many  manufacturers  of  such  goods,  and  the  price 
variations  within  each  generic  type  of  item. 

Independent  laboratory  services  -  Patients  receiving  laboratory  services 
may  be  billed  directly  by  physicians  performing  their  own  laboratory 
services  or  obtaining  services  from  independent  laboratories  or  another 
physician's  laboratory.  Patients  may  also  be  billed  directly  by  inde- 
pendent laboratories  for  services  they  have  performed.  The  reasonable 
charge  determination  for  laboratory  services  is  based  on  customary 
charges  made  by  physicians  or  other  persons  rendering  laboratory  services 
and  on  prevailing  charges  in  the  locality  for  these  services. 

However,  some  commonly  performed  laboratory  services  are  paid  on  the 
basis  of  the  "lowest  charge  level"  rule.  (See  Item  17)  In  addition, 
payments  for  multiple  tests  that  are  usually  performed  on  automated 
eguipment  are  based  on  amounts  that  the  carriers,  in  consultation  with 
physicians  and  laboratories,  determine  as  reasonable. 

Medicare  reimbursement  rules  also  reguire  that  the  reasonable  charge  for 
a  laboratory  test  that  was  performed  by  an  independent  laboratory,  but 
billed  by  an  attending  physician,  reflect  the  lower  of  the  actual  charge 
to  the  physician  by  the  laboratory  and  the  amount  billed  by  the  phy- 
sician. In  such  instances,  the  physician  may  be  reimbursed  for  the 
drawing  of  specimens  and  handling  expenses,  providing  the  physician  bills 
under  the  specified  procedure  denoting  the  services  rendered. 

Injections  -  Where  a  separate  charge  for  an  injection  is  submitted  by  a 
physician,  and  it  is  the  prevailing  practice  in  the  community  to  make 
such  an  additional  charge,  the  maximum  allowable  charge  may  not  normally 
exceed  the  approximate  ingredient  and  supply  cost  plus  a  $2  allowance  for 
the  injection  service.  Reasonable  charge  screens  for  injections  should 
therefore  be  based  on:  (1)  a  flat  $2  amount  for  the  service  of  the 
physician   (or  the  physician's  office  nurse)   in  providing  the  injection; 
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plus  (2)  the  current  cost  of  the  most  frequently  administered  dosage  of 
the  drug,  as  reflected  in  sources  such  as  Drug  Topics  Red  Book  or  the 
Blue  Book,  (the  latest  editions),  and  the  cost  of  supplies  such  as 
syringes  and  needles.  However,  in  cases  involving  unusual  circumstances, 
an  additional  allowance  above  the  $2  amount  for  the  physician  services 
may  be  considered,  provided  proper  documentation  is  supplied.  For 
example,  injections  such  as  those  that  require  the  precise  placement  of  a 
needle  into  inflamed,  painful,  or  target  areas  or  the  injection  of 
dangerous  drugs  may  require  that  only  a  physician  provide  this  service. 
Consequently,  injections  of  this  nature  should  not  be  considered  routine 
and  appropriate  allowances  should  be  made. 

Prosthetic  devices  -  A  prosthetic  device  is  one  which  replaces  all  or 
part  of  an  internal  body  organ,  or  replaces  all  or  part  of  the  function 
of  a  permanently  inoperative  or  malfunctioning  internal  body  organ. 
By  and  large,  prosthetic  devices  are  fitted  to  the  individual  patient. 
As  a  result,  many  prosthetic  devices  furnished  to  Medicare  beneficiaries 
are  custom-made  and  fitted.  For  this  reason  the  reasonable  charge  for 
such  items  is  often  determined  on  a  case-by-case  basis. 

17.  The  Medicare  law  provides  that  the  reasonable  charges  for  medical  serv- 
ices, suppl  ies,  and  equipment  (including  equipment  servicing)  that  do  not 
generally  vary  significantly  in  quality  from  one  supplier  to  another  may 
not  exceed  the  lowest  charge  levels  at  which  such  items  and  services  are 
widely  and  consistently  available  in  a  locality,  except  to  the  extent  and 
under  the  circumstances  specified  by  the  Secretary.  This  requirement 
modifies  the  reasonable  charge  criteria  otherwise  applicable  for  deter- 
mining program  payment  under  Part  B  in  that  the  lowest  charge  levels 
would  (in  addition  to  customary  and  prevailing  charges)  be  the  limiting 
factor  in  determining  the  reasonable  charge. 

The  lowest  charge  level  for  each  designated  item  and  service  will  be 
calculated  semiannually  for  use  in  processing  claims  received  on  or  after 
July  1,  and  January  1,  of  each  year.  It  will  be  set  at  the  lowest  charge 
that  is  high  enough  to  include  the  cumulative  25th  percentile  in  the 
distribution  of  actual  submitted  charges  for  the  particular  item  or 
service  in  the  locality  on  claims  processed  during  the  second  calendar 
quarter  preceding  the  period  for  which  the  lowest  charge  level  is  de- 
termined. In  other  words,  at  least  one  out  of  four  transactions  or 
services  must  have  been  billed  for  at  the  lowest  charge  level  estab- 
lished, or  at  a  lower  level. 

18.  The  Medicare  Act,  in  section  1842(b)(3)(B),  specifies  that  the  reasonable 
charge  for  a  service  may  not  be  higher  than  the  charge  applicable  for  a 
comparable  service  under  comparable  circumstances  to  the  carrier's  own 
policyholders  and  subscribers.  In  practice,  the  term  "comparability"  has 
been  interpreted  rather  strictly  by  Medicare  carriers. 
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PART  3  -  GLOSSARY 


GLOSSARY  OF  TERMS 


ACTUAL  CHARGE  A  charge  made  by  a  physician  or  other  supplier  of  Part  B 
medical  services,  which  is  the  basic  data  used  in  the  determination  of  reason- 
able charges. 

ARRAY  The  term  describing  an  ordered  arrangement  of  charge  data  in  the 
carriers'  files.  For  reasonable  charge  purposes  it  implies  an  ascending  order 
of  charges  (i.e.,  the  lowest  amount  at  the  top  and  the  highest  amount  at  the 
bottom) . 

ASSIGNMENT  A  method  of  Medicare  payment  in  which  the  physician  or  other 
supplier  of  Part  B  services  applies  directly  to  the  carrier  for  reimbursement 
(with  the  beneficiary's  approval).  It  constitutes  an  agreement  by  the  physi- 
cian (or  other  supplier)  that  he/she  will  accept  the  carrier's  determination 
of  what  constitutes  the  reasonable  charge  for  his/her  service.  The  bene- 
ficiary is  responsible  only  for  any  of  the  Part  B  annual  deductible  not  yet 
met,  plus  20  percent  of  the  balance  of  the  reasonable  charge.  The  beneficiary 
cannot  be  billed  for  the  difference  between  the  submitted  charge  and  the 
reasonable  charge. 

BASE  YEAR  AND  CALENDAR  YEAR  Carriers  develop  revised  customary  and  prevailing 
charge  screens  after  the  end  of  the  calendar  year,  based  upon  all  available 
charge  data  for  services  during  all  of  that  calendar  year  (January  1  through 
December  31).  They  implement  these  screens  at  the  beginning  of  the  following 
fee  screen  year. 

Example:  The  base  year  for  rates  effective  for  fee  screen  year  1980  (7-1-79  - 
6-30-80)  is  the  calendar  year  1-1-78  through  12-31-78. 

CARRIER  A  commercial  insurance  firm  or  Blue  Shield  plan  administering  Part  B 
of  Medicare.  It  is  distinguished  from  commerical  insurance  plans  or  Blue 
Cross  plans  administering  Part   A,   which   are  referred  to   as  intermediaries. 

CHARGE  DATA  The  statistics  on  actual  charges  collected  from  submitted  claims 
(and  all  other  available  sources)  and  used  as  the  bases  for  the  carriers" 
computations  of  the  customary,  prevailing,  and  reasonable  charges. 

COINSURANCE  A  provision  by  which  the  insured  person  shares  part  of  his/her 
own  medical  expenses.  In  reasonable  charge  discussions  it  refers  to  the  20 
percent  of  reasonable  charges  for  which  the  Medicare  beneficiary  is  responsi- 
ble after  the  Part  B  annual  deductible  has  been  met. 

COMPARABILITY  PROVISION  A  provision  of  the  Medicare  Act  specifying  that  the 
reasonable  charge  for  a  service  may  not  be  higher  than  the  charges  applicable 
for  comparable  services  and  under  comparable  circumstances  to  the  carriers' 
own  policyholders  and  subscribers. 

COVERED  SERVICES  The  term  used  to  describe  the  medical  and  other  health 
services  for  which  Medicare  Part  B  payment  can  be  made. 
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CUSTOMARY  CHARGE  The  amount  computed  by  the  carrier  based  on  actual  charge 
data  for  a  specific  service  performed  by  one  physician  (or  other  supplier)  to 
the  physician's  patients  in  general.  It  is  a  computation  essential  to  the 
determination  of  the  reasonable  charge  in  a  given  claim. 

DEDUCTIBLE  The  portion  of  reasonable  charges  (for  covered  services  each 
calendar  year)  for  which  a  beneficiary  is  responsible  before  the  beneficiary's 
benefits  begin,  for  Medicare,  currently,  it  refers  to  the  first  $60  of 
incurred  expenses  in  a  calendar  year  determined  to  be  reasonable  charges  by 
the  carrier. 

DURABLE  MEDICAL  EQUIPMENT  Equipment  which  can  stand  repeated  use,  is  primari- 
ly and  customarily  used  to  serve  a  medical  purpose,  and  generally  is  not 
useful  to  a  person  in  the  absence  of  illness  or  injury. 

ECONOMIC  INDEX  A  dollar  figure  representing  changes  in  physicians'  costs 
of  practice  and  changes  in  general  earnings  levels  which  acts  as  a  ceiling  on 
increases  in  prevailing  charges  for  physicians'  services. 

FEE  SCREENS  Another  term  describing  the  customary,  prevailing,  and  reasonable 
charge  amounts  established  by  the  carrier  at  the  beginning  of  each  fiscal 
year . 

FEE  SCREEN  YEAR  Within  the  meaning  of  reasonable  charge  discussions,  the  fee 
screen  year,  runs  from  July  1  of  any  calendar  year  through  June  30  of  the 
following  calendar  year.  Example:  Fee  screen  year  1980  begins  July  1,  1979, 
and  runs  through  June  30,  1980. 

GENERAL  PRACTITIONER  A  doctor  of  medicine  who  generally  performs  a  wide  range 
of  medical  services  as  opposed  to  one  who  specializes  only  in  certain  areas 
(see  Specialist) . 

HISTORY  FILE  A  listing  of  charges  collected  from  submitted  claims  (HCFA- 
1490 's)  on  a  specific  physician  or  other  supplier,  arranged  in  ascending 
order,  and  used  in  the  computation  of  the  customary,  prevailing,  and  reason- 
able charges. 

LOCALITY  For  the  purpose  of  making  reasonable  charge  determinations,  a 
locality  is  identified  as  a  geographic  area  for  which  a  carrier  derives  the 
prevailing  charges  for  se'rvices.  Usually,  a  locality  is  a  political  or 
economic  subdivision  of  a  State  which  should  include  a  cross-section  of  the 
population  with  respect  to  economic  and  other  characteristics. 

LOWEST  CHARGE  LEVEL  The  lowest  charge  level  is  an  array  of  actual  charges 
from  a  designated  calendar  quarter  that  is  high  enough  to  include  the  25th 
percentile  of  all  the  actual  charges. 

MEDIAN  The  statistical  term  indicating  the  midpoint  in  an  array  of  charge 
data.  The  median  charge  is  the  lowest  charge  below  which  at  least  50  percent 
of  the  actual  charges  fall. 
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"OTHER"  SUPPLIERS  The  term  used  to  describe  non-physician  suppliers  of 
covered  Part  B  medical  services  and  supplies  under  Medicare.  Examples: 
ambulance  companies,  drug  stores  dealing  in  wheelchairs,  crutches,  etc. 

PERCENTILE  The  value  in  an  array  of  data  below  which  a  given  percentage  of 
the  items  in  the  array  fall.  For  example,  in  determining  the  prevailing 
charge  for  a  service,  carriers  calculate  the  75th  percentile  of  the  array  of 
customary  charges  for  the  service  (see  Prevailing  Charge). 

PREVAILING  CHARGE  Generally,  the  lowest  charge  on  an  array  of  customary 
charges  which  is  high  enough  to  include  75  percent  of  all  the  customary 
charges . 

PROFILE  The  term  describing  the  carrier's  record  of  calculated  customary 
charges  for  each  physician  and  supplier  of  Part  B  medical  services. 

PROSTHETIC  DEVICE  A  device  which  replaces  all  or  part  of  an  internal  body 
organ,  or  all  or  part  of  the  function  of  a  permanently  inoperative  or  malfunc- 
tioning internal  body  organ.  Examples:  An  artificial  leg,  cataract  lenses,  a 
cardiac  pacemaker. 

REASONABLE  CHARGE  An  individual  charge  determination  made  by  a  carrier  on  a 
covered  Part  B  medical  service  or  supply.  In  the  absence  of  unusual  medical 
complications  or  circumstances  it  is  the  lowest  of  1)  the  physician's  or  other 
person's  customary  charge  for  that  service;  2)  the  prevailing  charge  for 
similar  services  in  the  locality;  and  3)  the  actual  charge  of  the  physician  or 
other  person  rendering  the  service. 

RELATIVE  VALUE  STUDY  (RVS)  A  method  by  which  certain  medical  societies  have 
identified  the  relative  value  of  each  procedure  or  service  provided  by  physi- 
cians in  relation  to  the  values  of  other  services.  Where  there  is  no  reliable 
statistical  basis  for  determining  the  customary  charge  of  a  physician  or  other 
person  for  a  particular  medical  procedure  or  service,  or  for  determining  the 
prevailing  charge,  the  carrier  may  develop  or  use  an  existing  relative  value 
study. 

SPECIALIST  A  physician  who  works  primarily  in  certain  area  of  medicine;  e.g., 
neurosurgery,  ophthalmology,  urology,  internal  medicine,  general  surgery.  A 
specialist  may  be  so  designated  because  of  board  eligibility,  board  certifica- 
tion, or  because  of  the  physician's  own  restriction  to  practice  a  certain 
specialty. 

UNUSUAL  CIRCUMSTANCES  Medical  complications  or  other  circumstances  reguiring 
additional  time,  effort  or  expense  to  such  an  extent  that  the  service  is 
essentially  different  from  the  usual.  These  "unusual  circumstances"  may 
justify  payment  in  excess  of  the  established  customary  or  prevailing  charges 
for  the  more  common  service. 

UPDATING  A  term  describing  the  revision  of  customary,  prevailing,  and  reason- 
able charge  screens,  using  a  new  base  year's  charge  data.  It  takes  place  at 
the  beginning  of  each  fee  screen  year,  or  as  soon  thereafter  as  the  new 
screens  can  be  incorporated  into  the  carrier's  claims  processes. 
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WEIGHTING  Recognizing  the  number  of  times  each  value  occurs  in  a  distribu- 
tion. This  permits  each  value  to  express  its  individual  effect  on  a  calcula- 
tion. For  example,  in  establishing  the  prevailing  charge  for  a  particular 
procedure,  the  carrier  weights  each  calculated  customary  charge  by  how  often 
the  procedure  was  performed  by  that  provider. 
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COMMENTS  ON 
DETERMINATION  OF  REASONABLE  CHARGES 


UNDER  PART  B  OF  MEDICARE/A  BASIC  TEXT 


As  a  user  of  this  booklet,  your  opinion  on  the  following  is 
solicited : 


1.       In  what  way  did  you  find  the  book  useful? 


2.      How  would  you  improve  the  booklet? 


3.      What  Medicare-related  topics  would  you  suggest  for 
similar  publications? 


4.      What  is  your  organization  and  position? 


Address  comments  to: 


Bureau  of  Program  Operations 
Medicaid/Medicare  Management  Institute 
389  East  High  Rise 
Baltimore,  Maryland  21235 
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